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Hr. Lle\"ellyn
Summer Session 1971
FEDERAL I NCOl1E TAX
INSTRUCTIONS :

~lINATION

All taxpayers are, except where othenvise stated, cash basis
calendar year taxpayers .
In all problems assume the relevant year is 1971 unless
othenvise indicated. Assume the year 1971 is over and the
present date is April 15 , 1972.
Compute the tax only when explicitly required by the question.
Give an explanation for all calculations.

Question 1 (45 minutes)
T is a 40 year old married man. In 1963 his ~" ife deserted
him but neither T nor his \'life has obtained a decree of divorce.
T's 20 year old daughter is a full-ti me student at the College of
William and Hary. She earned $660 \Jhich she applied agains t her
educational expenses. She also received a scholarship from the
College in the amount of $900. On December 31, 1971 she married
a classmate, H.
H earned $8 , 000 during the year 1971 but had no deductible
expenses. He did mm a violin which he discovered had a fair
market value of $10,000 before a classmate accidentally stepped
on it. The value after the accident was $5,000. He paid $1,700
for the violin 7 months. before the accident. H sold the violin.

on December 31 , 1971.

T had the following receipts and expenses during the year

1971 :
RECEIPTS
1.
2.
3.
4.

$200 interest from a municipal school bond.
$20 , 000 salary.
$200 in kickbacks .
$400 from a ,voman \vho damaged a new pleasure car \vhich
he bought in 1969 for $4,500 (he paid $200 in cash and
gave a note for the balance).
EXPENSES

1.
2.
3.
4.
5.

State tax on the sale of liquor
Interest on a car finance loan
Contribution to a needy family
Daughter's tuition
Other living expenses (including daughter ' s)

$

20.00
500.00
100.00
900.00
10 , 000.00

T, his daughter, and her husband all consult you concerning
their tax situation for 1971. \·l ith respect to T and H, compute
the gross income, adjusted g ross income, taxable income , and tax
liability of each.
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Question 2 (45 minutes)
T is a 52 year old unmarried man. In 1969 he divorced his
';'life and under the decree he ~vas required to pay his wife $12,000
payable at the rate of $1,000 per annum over a 12 year period
beginning in 1970. T failed to make the first year payment. In
1971 T sent his wife a check for $2 , 400. T explained in the cover
letter that the payment represented the payment due in 1970, the
1971 payment, and an advance payment of $400.
In the same year, 1971, T paid $310 for a medical insurance
premium on a policy in "lhich he was named the insured. He also
spent $100 for drugs prescribed for his sinus condition and $2,000
to a doctor as a fee for removing his father ' s appendix in the
early part of 1971. This $2,000 medical payment constituted 20%
of the support of his father. The remaining 80% of the support of
the father was provided by T's brothers, brother R - 40%; brother
J - 20%; and brother K - 20% . All the brothers signed a multiple
support agreement by which they all agreed that T had the exclusive right to claim the father as a dependent. The father earned
$750 during 1971 but he spent it all at the race tracks.
The following transactions also took place during the year

1971 :
T received a salary
$12,000
T's employer made, in behalf of T, a contribution
to an employees' accident and health insurance
compensation plan
400
T went to Chicago to interview for a job and
spent ~500 and was reimbursed for half
250
T accepted the nev7 job and moved to Chicago from
Portland on December 10 , 1971 and incurred
and paid expenses for moving himself and
his personal belongings fJ.·OrD. Portland to
Chicago. He vJaS reimbursed for these expenses
by his new employer on December 31, 1971.
2,100
T sold his personal residence in Portland and
incurred a loss of
2,000
(a) Compute T's gross income, adjusted gross income, and taxable
income for the year 1971.
(b) If the divorce decree provided for a transfer of the family
home in lieu of the cash payment, what would be the tax consequences to T and W if the home had a F.I'i.V. of $30,000,
a basis to T of $20,000, and tJ assumed the mortgage of $18,000.

Question 3 (45 minutes)
George Jones is a single, cash basis calendar year taxpayer. He works as a salesman for the Foundation Press Book Co.
of New York, which has its main office in Hineola, NeH York.
Geor~e Jones lives in Philadelphia, Pennsylvania and his duties
consist of visiting lawyers in all parts of the state of Pennsylvania in order to solicit law book sales. He owns a cabin
in the Pocono Hountains of Pennsylvania, a resort arp.a, and
every weekend in the year, except during the month of January,
he allows one of his customers to use the cabin. This has been
quite profitable because George is usually there ''lhen the customer arrives and he talks to the customer about some ne"l books
and often his conversations result in sales. On Sunday evening
George returns to the cabin, closes it, and takes the customer
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and his wife to dinner. George never uses the cabin for personal
reasons except every weekend in January he uses the cabin because
of its proximity to a ski resort.
On January 1, 1971, George transferred to the Red Cross a
car which he purchased in 1969 for use in his business. He paid
$6,000 for the car but he was allmved the allol>1able depreciation
deduction of $1,000 so that his adjusted basis at the time of the
gift was $5,000. The fair market value of the car at the time of
the gift was $5,200. He also transferred to the Art Huseum a
painting worth $2,000 \-lith a basis of $1,000.
From the above information and the follmving receipts and
expenditures for 1;vhich George has documentary evidence, compute
George's gross income, adjusted gross income, and taxable income.
RECEIPTS
Salary and commissions, Foundation Press
Inheritance from father

$30,000
30,000

E..XPENSES
Stamps and postage for mailing promotional
materials to customers
Traveling expenses ~vhile away from home
on business including food and lodging
Expenses for cabin including taxes, depreciation, and repairs
Expense for Sunday night dinner for customers using cabin

500
2,000
1,200
500

Question 4 (45 minutes)
T, an unmarried, accrual basis, calendar year taxpayer,
is the sole O1;vuer of an unincorporated manufacturing business.
On January 1, 1971, T agreed to sell his business and on
January 15, 1971, the assets were sold for a price of $124 , 000.
The following data relates to the particular assets of the business:
F.M.V.
ADJUSTED BASIS
$ 5,000
$10,000
-Ending inventory
-Shares of stock (acquired
as an investment by
the business on
15,000
20,000
July 14, 1970)
-Hachinery purchased on
1/15/66 at a cost of
$100,000 and a useful
life of 10 years and
70,000
50,000
no salvage value
-}lotor vehicles purchased
on 1/15/69 at a cost
of $12,000 and a 12
year useful life with
15,000
10,000
no salvage value
15,000
00.
-Goodwill created by T
-Equipment purchased on
1/15/69 at a cost of
$10,000 and a 10 year
4.000
8,000
useful life
$124,000

